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The Honorable Philip R. Sharp 
Chairman 
Subcommittee on Energy and Power 
Committee on Energy and Commerce 
House of Representatives 

Dear Mr. Chairman: 

This letter responds to your September 11, 1992, request 
that, among other things, we evaluate twocash flow 
projections developed by the Timbers Corporation' for the 
proposed uranium enrichment corporation (UEC) that would 
be created by H.R.776. In addition, as you requested, we 
are providing you with a revised cash flow projection for 
the proposed new corporation as contained in H.R.776. Our 
revised projection will aid you and your staff as you work 
with the conference committee considering the uranium 
enrichment restructuring provisions of the energy policy 
bills passed by the House and the Senate. 

In summary, the two projections prepared by the Timbers 
Corporation in March 1992 should not be used to predict 
expected cash flows for the proposed corporation. These 
projections incorporate several assumptions that would not 
apply to the corporation that would be created by H.R.776 
as passed by the House in May 1992. In addition, the 
projections use revenue and cost figures that need to be 
updated or revised because of recent program changes. Our 
revised projection uses more recent Department of Energy 
(DOE) revenue and cost estimates and makes adjustments to 
reflect recent changes in H.R.776. The revised projection 
shows that from 1993 through 2005, the corporation will 
return revenues totaling about $3.8 billion to the 
government. 

In March 1992 the Timbers Corporation prepared two cash 
flow projections for the proposed enrichment corporation 
that would have been established by H.R.776 as approved by 
the House Committee on Energy and Commerce. The first 
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Timbers projection considered only the revenues and costs 
associated with DOE's existing (signed) enrichment 
contracts with nuclear utilities and did not assume any 
new sales. We believe, and officials representing DOE and 
the Timbers Corporation agree, that this is not a 
realistic assumption because the new corporation would be 
expected to make new sales. 

The second Timber's Corporation projection used revenue 
and cost projections found in a 1990 independent 
assessment of DOE's uranium enrichment program. That 
projection needs to be updated because, in part, it 
included expected sales of highly enriched uranium to the 
U.S. Navy. Because of the excess supply of highly 
enriched uranium created in part by the disarmament of 
nuclear weapons, the U.S. Navy will discontinue these 
purchases in 1992. In addition, the projection made 
several assumptions that do not apply to the corporation 
that would be created by H.R.776 as later passed by the 
House in May 1992. For example, the projection assumed 
that the new corporation would (1) pay almost $1 billion 
for removing the radioactive and hazardous materials and 
decontaminating the uranium enrichment plant in Oak Ridge, 
Tennessee, and (2) pay $650 million into a fund to clean 
up the two other existing enrichment plants located in 
Portsmouth, Ohio, and Paducah, Kentucky. To the contrary, 
H.R.776 as passed by the House would not require the 
corporation to be responsible for these costs. Rather, it 
would require the U.S. government and domestic nuclear 
utilities to meet these obligations. 

To provide you with an updated cash flow projection that 
can be used during the ongoing conference to resolve the 
differences between the House and Senate versions of the 
enrichment restructuring legislation, we updated and 
revised the Timbers projections to reflect the provisions 
embodied in H.R.776. For example, we included DOE's 
latest revenue and cost estimates and adjusted these 
estimates by removing the payments for the cleanup of the 
existing plants. We also made a number of technical 
adjustments, such as converting all cost and revenue 
numbers to 1993 dollars. Enclosure I is a revised cash 
flow projection that reflects these changes. The revised 
cash flow shows that the corporation would return about 
$3.8 billion to the U.S. Treasury from 1993 through 2005. 
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The revised cash flow is presented in basically the same 
format as the Timbers projections and includes all of the 
Timbers assumptions except for those that needed to be 
changed per H.R.776. For example, the revised cash flow 
projection retains the Timbers assumption that the new 
corporation will need to retain an amount up to two times 
the annual cost of borrowing money to build an enrichment 
plant using the new laser enrichment technology. The 
notes to enclosure I explain the assumptions built into 
the cash flow projection and their source. 

Because of time constraints we did not fully evaluate the 
other Timbers assumptions, nor did we conduct a fully 
independent review of the logical structure of the model 
itself. We simply (1) updated the expected revenues and 
costs to reflect DOE's latest projections, which DOE 
officials told us are the best available; (2) revised the 
cost estimates to reflect the corporation as established 
by the House-passed version of H.R.776; and (3) made a 
number of technical corrections. We recognize that 
significant and important market uncertainties could cause 
the revised estimate to change significantly. For 
example, the estimate assumes that there will be no market 
impact from the commercial sale of blended down highly 
enriched uranium obtained from the disarmament of nuclear 
weapons. Similarly, decisions yet to be made in the 
legislative process now underway could have a significant 
impact on the estimates. However, in the time available, 
we were not able to conduct a sensitivity analysis of the 
model's results with respect to these uncertainties. 

We conducted our work in September 1992 in accordance with 
generally accepted government auditing standards, except 
as noted above. In addition, as requested, we did not 
obtain official agency comments on the revised cash flow 
projection. 

Unless you publicly announce its contents earlier, we plan 
no further distribution of this letter until 30 days after 
its date. At that time, we will send copies to 
appropriate congressional committees; the Secretary of 
Energy; and the Director, Office of Management and Budget. 
We will also make copies available to others upon request. 
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If you have any questions, please call me on (202) 275- 
1441 or Mr. Robert E. Allen, Jr., on (301) 903-3712. 
Major contributors are listed in enclosure II. 

Enclosures - 2 

cience Issues 
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ENCLOSURE II 

MAJOR CONTRIBUTORS TO THIS LETTER 

ENCLOSURE II 

RESOURCES, COMMUNITY, AND ECONOMIC DEVELOPMENT DIVISION, 
WASHINGTON, D.C. 

James E. Wells, Jr., Associate Director 
Robert E. Allen, Jr., Assistant Director 
Ronald E. Stouffer, Assignment Manager 
Michael S. Sagalow, Evaluator-In-Charge 

(302067) 
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